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during the process of industrialization, the output of a whole new
series of intermediate goods such as cement, fertilizers, various
chemicals, plastics, etc. rises. These goods are not directly bought
by the consumers. Their output represents a proliferation of the
industrial base—an important element in the spread of division of
labour and specialization. As a result, the share of heavy industry
in total industrial output generally increases in all countries, large
or small.
3. capital formation and rate of economic growth
A study of capital formation in many countries in recent years
(cross-section analysis) and over a period of time (trend analysis)
in the same country brings out a number of important features.
 (a)	The share of capital formation is weakly and irregularly
associated with the level of per capita income. The differences
among countries in this share are narrower than what the estimates
of elasticities of savings derived from family budget studies would
suggest. The per capita income in the industrial countries is 10 to 20
times higher than in the pre-industrial ones.     But   the   shares
of  capital   formation  in  gross    national   output  range   from
10 per cent in the former to about 20 per cent in the latter.
 (b)	Over the long run the share of capital formation in total
output has increased, though not continuously. In most countries,
it rose during the course of about two decades with minor changes
in the periods preceding and following these decades.   The rise
in this share did not always precede the rise in the rate of growth
of output. In some countries,   the sequence was the reverse of this
—rise in the rate of growth of output was followed by an expan-
sion of the relative share of capital formation.   Moreover, once
its share in total output reached about 15 per cent on a net and
20-25 per cent on a gross basis, it remained stabilized at this level.15
(c) Where raising the rate of investment led to, or was associated
with, a rise in the growth rate for the economy, the choice was
nowhere really posed over a period of time whether to increase
consumption or investment. The higher the rate of investment
15 These features were pointed out by Prof. S. S. Kuznets in his study
"Long-term Trends in Capital Formation'* in Economic Development and
Cultural Change, IX, No. 4, part I, July, 1961.

